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(57) Abstract: A secure payment and trade management system comprises a Documentary Clearance Centre which recognizes 
and reserves funds against a credit account established by a buyer with a financial institution in the form of a credit card or bank 
line of credit used to issue an electronic documentary credit. The Documentary Clearance Centre provides an application for and 
authorization of the transaction, and verifies compliance documents collected from the seller and its suppliers. Once compliance 
of the documents with the terms of the electronic documentary credit is verified, the Documentary Clearance Centre charges the 
buyer's credit account for the seller's payment, transaction fees and assignment of proceeds, if any. The payment is transferred from 
the buyer's financial institution to the Documentary Clearance Centre, and the seller's funds are transferred by the Documentary 
Clearance Centre to the seller's bank as specified in the electronic documentary credit. 



WO 01/41096 PCT/CA00/01357 

-1- 

SECURE PAYMENT AND TRADE MANAGEMENT SYSTEM 

Field of the Invention 

This invention relates to a method of securing payment and managing trade 
transactions between buyers and sellers. In particular, this invention relates to a 
5 method of using a secure communications network to ensure payment to the seller and 
delivery of goods to the buyer, and to software for implementing the method. 

Background of the Invention 

In the past, buyers and sellers generally found each other through various trade 
directories, agents, and brokers. A buyer would ask a seller to send information about 
10 the goods, services and/or other performances by mail or by facsimile transmission, 
with a price list and terms of sale. The seller and buyer largely communicated by 
facsimile or by telex. 

Today, with the advent of the Internet, international trade is changing. Buyers 
are able to find sellers of goods, services and/or other performances merely by 
1 5 browsing through the Internet or using an Internet search engine. Electronic 

marketplaces are being established that make it easier for sellers to find buyers, and 
vice versa. 

Once a buyer and a seller have found each other, they negotiate and agree upon 
the terms and conditions of a commercial contract. Amongst other things, the 

20 commercial contract may call for the delivery of goods to the buyer by a certain date 
in return for a payment of a specified amount to the seller. However, this is an 
executory contract which is to be performed sometime in the future. The buyer is 
typically reluctant to pay money to the seller until the goods are actually received and 
can be verified by the buyer as conforming to the contractual provisions. Likewise, a 

25 seller is reluctant to ship goods to the buyer without a solid guarantee of payment for 
goods sold. 
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The development of documentary credit in the 19th century provided a 
mechanism for satisfying these concerns. Documentary credit first appeared as a 
vehicle for effecting payments on foreign trade transactions among banks in London, 
England around the 1840*8. 

5 Documentary credit refers to an engagement by a bank (referred to as the 

"issuing bank") made at the request of a customer a buyer ("applicant") whereby the 
issuing bank makes a commitment to honour a demand for payment to a seller 
("beneficiary") based upon the documentary credit, usually called a "documentary 
letter of credit" or simply a "letter of credit", subject to compliance with certain 
10 specified conditions. "Standby letters of credit", "guarantees" and "documentary 
collections" have also been used in the past to help facilitate trade transactions. 

Conventionally, the issuing bank issues a documentary credit based on the 
instructions from the buyer, and the documentary credit constitutes an irrevocable 
undertaking from the bank to pay funds once the specified terms and conditions of the 
15 documentary credit have been met. The bank essentially substitutes its 
creditworthiness and reputation for that of the buyer. 

The terms and conditions of payment under documentary credit typically 
include verification of delivery of the contracted goods or services, which is effected 
by the presentation of certain documents, which may include a commercial invoice, a 

20 packing list, a certificate of origin, certification of notice of readiness, certificate of 
insurance, shipping documentation and a surveyor's quality or quantity certificate. In 
some situations, for example in the case of food products or medicines, additional 
certifications from health authorities may be required. The verification of 
documentation required in each case is specific to the goods shipped and the 

25 contractual provisions negotiated between the buyer and the seller. Upon presentation 
of complete and compliant documentation to the issuing bank, the issuing bank will 
honour its undertaking and make payment under the documentary credit. 

As set out in the Guide to Documentary Credits, The Chartered Institute of 
Bankers 1998, which is incorporated herein by reference, the present day documentary 
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credit operation, which covers the movement of goods, services and/or other 
performances, comprises the following parties and steps: 

The Buyer - The buyer (sometimes referred to as the "Applicant") completes a 
standard bank application form requesting a bank (the "issuing bank"), usually a bank 
5 granting credit to the buyer, to issue an irrevocable credit in favour of the seller. The 
application form specifies the documents that must be presented and the terms and 
conditions that must be complied with before payment will be made. 

The Issuing Bank - The issuing bank issues its irrevocable credit in favour of the 
seller, incorporating the bank's irrevocable and independent undertaking to pay the 

10 seller provided that all documents as stipulated in the documentary credit have been 
presented and all terms and conditions of the documentary credit as evidenced by the 
documents have been met. A documentary credit is thus an irrevocable undertaking 
from a bank, independent of goods, services and/or other performances and any other 
consideration outside the actual credit as issued, which is enforceable against the 

1 5 issuing bank even if the buyer is unable or unwilling to pay the issuing bank. 

The Advising Bank - In the case of an international transaction, the issuing bank 
usually makes a request to a bank in the seller's country with which it has a 
correspondent banking relationship (the "advising bank") to advise the credit, i.e. 
advise the seller of the terms and conditions of the credit and processing the 

20 transaction. Under the Uniform Customs and Practice for Documentary Credits, 
International Chamber of Commerce Publication No. 500 (UCP500), which is 
incorporated herein by reference, branches of the same bank in different countries are 
considered to be different banks. Therefore, a branch of a bank in one country could 
request one of its branches in a different country to advise a credit. The advising bank 

25 may accept or refuse the request. If the advising bank accepts the request and agrees to 
advise the credit, the advising bank must take reasonable care to check the apparent 
authenticity of that credit. If the advising bank refuses to advise the credit, it must 
inform the issuing bank without delay. If the advising bank is not able to establish the 
apparent authenticity of the credit it must inform the bank from which the instructions 

30 appear to have been received, without delay. In addition the advising bank may, if it 
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wishes, advise the unauthenticated credit, but at the same time must inform the seller 
that it has not been able to establish the authenticity of that credit. The advising bank's 
obligations are outlined in Article 7 of the Uniform Customs and Practice for 
Documentary Credits, International Chamber of Commerce Publication No. 500 
5 (UCP500), which is incorporated herein by reference. 

The Nominated Bank - The credit may be payable at the counters of the issuing bank, 
or may be payable at the counters of a specified "nominated bank" in the seller's 
country, or at the counters of any bank in the case of a freely negotiable credit. The 
nominated bank is often, but is not necessarily, the advising bank. 

10 The Confirming Bank - The confirming bank is a bank which, at the request of, or 
with the permission of, the issuing bank, adds its own irrevocable undertaking to 
honor the credit if the issuing bank should default. Where the credit is confirmed by a 
confirming bank in the seller's country, the credit may be payable at the counters of 
the confirming bank. There is no liability on the part of the confirming bank if the 

15 seller fails to comply with the terms of the credit. The undertaking by the confirming 
bank is in addition to, and not in substitution for, the undertaking given by the issuing 
bank. In effect, the seller has the benefit of two bank guarantors. The seller's first 
recourse is to the issuing bank, and then to the confirming bank in the event of default 
by the issuing bank. If specified in the documentary credit, the confirming bank may 

20 add its commitment to that of the issuing bank to pay the seller if the documents 

presented under the credit are in order. The confirming bank then assumes the risk of 
the issuing bank, including the political, social and economic risk associated with the 
country of the issuing bank. A confirmed documentary credit is often required by 
sellers who do not wish to rely solely on a foreign issuing bank and who feel more 

25 comfortable having the commitment of a domestic bank in addition to the 

commitment of the foreign issuing bank. Simply put, the seller knows that once its 
own confirming bank finds that the documents presented under the documentary 
credit are in compliance with the specified terms and conditions, he will get paid 
without recourse. A confirmed irrevocable documentary credit is therefore the safest 

30 form of credit from the seller's perspective, but is more costly than an unconfirmed 
credit.. As noted above, branches of the same bank in different countries are 
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considered to be different banks; therefore an overseas branch of one bank could also 
be asked to confirm a credit issued by one of the bank's own branches in a different 
country. 

Other Banks - There are often other banks involved in the credit transaction. These 
5 may include an "accepting bank", which is a bank named in the credit upon which 
tenn drafts are drawn and which indicates acceptance of the draft by dating and 
signing across its face, thereby incurring a legal obligation to pay the amount of the 
draft at maturity. A "discounting bank", which discounts a draft for the seller after it 
has been accepted by an accepting bank, may be involved. The transaction may 
10 include a "reimbursing bank" which is the bank that, at the request of the issuing 

bank, is authorized to pay or accept and pay time drafts under the credit in accordance 
with Article 19 of UCP 500 and, if incorporated, the ICC Uniform Rules for Bank-to- 
Bank Reimbursements Under Documentary Credits (URR 525). 

The seller dispatches the goods as required by the agreement and presents the 
1 5 stipulated documents to the nominated bank, whether it be the issuing bank, a specific 
nominated bank (or any bank if the credit is freely negotiable) or a confirming bank. 
The stipulated documents may include a bill of exchange to be drawn on a bank as 
indicated in the credit. 

The nominated bank could pay the seller provided that the stipulated 
20 documents have been presented and the seller can show compliance with the terms 
and conditions of the credit. The nominated bank also dispatches documents to the 
issuing bank, to obtain reimbursement from the issuing bank (or from a third party 
bank, if stipulated in the terms of the credit). 

The buyer obtains the stipulated documents from the issuing bank upon 
25 making payment to the issuing bank, and usually with these documents obtains 
delivery of the goods, services and/or other performances. 

Thus, under the conventional credit system payment is exchanged for 
documents generated in the documentary credit cycle, provided the stipulated 
documents are presented in order and the terms and conditions of the credit are 
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complied with. There are many different documents involved, depending on the nature 
of the goods, services and/or other performances. Each document gives rise to an 
opportunity for errors and discrepancies to arise, through human error including 
transposition errors from one document to another. 

5 Moreover, as can be seen from the above description, in a conventional credit 

transaction many different banks may be involved. Each bank typically charges a 
transactional fee associated with its involvement, which must be paid by either the 
buyer or seller, and thus the cost of the credit can be substantial. Each bank that is 
involved in the documentary credit process also generates its own documents, and 

10 with the number of different banks involved this substantially increases opportunities 
for inconsistencies and errors. These errors may have to be corrected at a later time, 
and may cause further delays in the completion of the commercial transaction. Also, 
each bank may conduct its own review of verification documentation according to its 
own standards and procedures, with the result that an approval by one bank in the 

1 5 credit chain does not necessarily result in the approval by other banks in the credit 
chain. Thus, at best the conventional documentary credit process is cumbersome, 
slow and expensive. 

Standby letters of credit and guarantees are also used to facilitate trade. A 
standby letter of credit is again a guarantee from the buyer's bank to pay the seller 

20 once the seller has met all of the terms and conditions of the standby letter of credit. 
Unlike a documentary credit that is paid against when the seller presents documents 
that the seller has complied with delivery terms, in a standby letter of credit, the 
issuing bank only pays when the seller presents documents certifying that the buyer 
did not pay (did not comply) with the payment terms. Upon the non-performance by 

25 the buyer the seller presents to a financial institution a draft and a written statement 
certifying that the buyer has failed to make payment on the shipment secured by the 
standby letter of credit which makes the seller entitled to collect payment from the 
buyer's bank. Standby letters of credit are generally subject to UCP 500 or ISP 98. 
Guarantees are usually subject to URDG 458 or local law. 



1 
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Documentary collections have also been used to reduce the risk of the 
transactions. With documentary collections, the seller initiates the transaction by 
sending goods and presenting the seller's bank with a set of documents which are 
transferred to the buyer's bank. The documents are usually released by the buyer's 
5 bank only upon receipt of payment or an acceptance to pay at a later date by the buyer. 
If the buyer fails to pay and take possession of the documents the seller has the 
burden of locating a new buyer or having the goods returned. Documentary 
collections in most cases are subject to URC 522. 

However, in addition to the problems associated with the documentary credit 
10 process even when the terms of credit are defined to the satisfaction of buyer and 
seller, in some cases a seller may want to change the terms of the credit. The seller 
would contact the buyer and request specific amendments to the documentary credit. 
The buyer would have to contact the issuing bank and request an amendment to the 
documentary credit. The issuing bank would have to contact the advising bank 
1 5 restating the instructions of the buyer. The advising bank would have to contact the 
seller advising that the documentary credit was amended. The conventional 
amendment procedure could take from two days to two weeks, with the risk of mail 
delay, bank working hours (which is subject to different time zones) and dependency 
on paper instruction and their execution reduced the efficiency of the trade 
20 transaction. Furthermore, each communication step in this process increases the 

opportunities for error and discrepancies between what the buyer requested and what 
amendment ends up being made and communicated to the seller. 

Systems to facilitate trade in goods and services have been proposed, and an 
example can be found in United States Patent Number 5,717,989 to Tozzoli et al., 

25 which is incorporated herein by reference. The system described in Tozzoli et al is a 
closed system whereby buyers and sellers are filtered or screened in order to determine 
whether they meet certain profiles of "acceptable characteristics". These 
characteristics are generally financial in nature and may include details concerning 
minimal annual revenue and years in business for a buyer. In essence, the buyers are 

30 put through a credit approval application process and, if approved, are granted a credit 
limit to trade and make purchases on this system. This system is essentially a closed 
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system in that it is restricted to certain buyers and sellers who have been given credit 
approval. By requiring buyers to go through this credit application process, the system 
is similar to the credit application system of a bank or other financial institution. In 
this manner, the system guarantees payment to sellers. 

5 In the system described in Tozzoli et al., buyers may offer to purchase goods 

or sellers may advertise goods or services on an electronic bulletin board. The buyers 
place orders to purchase goods or services with certain purchase terms. The sellers 
offer to sell goods or services with certain sale terms. The system compares the 
buyers' terms and the sellers' terms to match the parties. For example, a seller may 

10 specify that the system should sell to the first buyer who meets the seller's terms or 
should sell to the best price buyer offer received within a predetermined time frame. 
Once a buyer and seller are matched, the system then converts the proposed purchase 
order into an actual or original purchase order. The terms of the contract are entered 
into a data processing system. The system thereafter deals with third parties such as 

15 the freight forwarder or the carrier. This third party data is also inputted into the data 
processing system which then determines whether selected terms of the contract have 
been fulfilled. Once all of the appropriate conditions are met, payment is then made. 

Under the conventional documentary credit process, the carrier of the goods 
prepares an original shipping document, which is usually presented as one of the 

20 compliance documents. This shipping document is known as a "bill of lading". A bill 
of lading serves three functions: a contract of carriage, a receipt for the goods, and a 
document of title to the goods. In the conventional documentary credit process, the 
seller presents the bill of lading as a term of the documentary credit. In presenting a 
blank endorsed bill of lading, the seller surrenders document title to the goods and 

25 loses control of the goods. The bill of lading is forwarded through the documentary 
credit chain and ultimately forwarded to the buyer. The possessor of the bill of lading 
at any particular point may be considered to have possession of the title documents to 
the goods. Once the buyer receives possession of the bill of lading, the buyer can then 
present this document to the carrier and receive the goods. 
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In a system known as the Bolero Title Registry system, electronic bills of 
lading are created and serve the function of conventional bills of lading. In this 
system, however, a complicated set of rules known as the Bolero Rulebook must be 
referenced in order to determine how transactional changes of the bill of lading affect 
5 the rights of Bolero Users. These rules must be adhered to by the users of the Bolero 
System. The Bolero system is a closed system restricted to member companies 
working through a dedicated network. In addition, the Bolero system creates a new 
legal infrastructure found in the Bolero Rulebook. This system is expensive for users 
as the system and the title registry must be maintained. This system further relates 
10 only to the transport step of the credit process, which is but one of many steps in the 
overall process. 

It would accordingly be advantageous to provide a method of securing 
payment and managing trade transactions between buyers and sellers that utilizes 
existing rules of international commerce, which is not a closed (member only) system 
15 but rather is open to all buyers and sellers, which eliminates many of the banks 
involved in a guarantee of payment under the conventional documentary credit 
process, which is cost-effective, and which provides a credible guarantee to a seller 
that it will receive payment for the goods shipped or services provided. 

Summary of the Invention 

20 The present invention accomplishes this by providing a Documentary 

Clearance Centre which recognizes and reserves funds against a credit facility, 
established by a buyer with a financial institution such as a bank, preferably in the 
form of a credit card, line of credit or a revolving credit line account which is not 
transaction specific and is replenishable by the buyer. The Documentary Clearance 

25 Centre provides templates for application for and verification of the transaction, and 
verifies documents collected from the seller and its suppliers, all referenced to a 
transaction-specific identifier. The Documentary Clearance Centre controls the funds 
pending verification of compliance with the terms of the application by the buyer to 
the Documentary Clearance Centre. Once compliance with the terms of the electronic 

30 documentary credit is verified, the Documentary Clearance Centre charges the buyer ! s 
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credit account for the seller's payment, transaction fees and assignment of proceeds, if 
any. The payment is transferred from the buyer's financial institution to the 
Documentary Clearance Centre, and the seller's funds are transferred by the 
Documentary Clearance Centre to the seller's bank as specified in the electronic 
5 documentary credit. 

The present invention provides an Internet-based secure payment and trade 
management system connecting buyers, sellers, financial institutions, and trade service 
providers together. The system can be accessed via an electronic trading hub and 
augments Internet and Intranet technology to provide the ability to expedite reliable 
10 and secure document transmission, maximize credit availability, and communicate 
with all trade participants while reducing transaction costs. 

The invention provides a novel use for credit cards in the purchase of goods or 
services, where compliance with terms of sale is a condition precedent to release of 
funds to the seller. 

15 In an alternative embodiment the request to reserve funds is made directly to a 

financial institution such as the buyer's bank. Upon verification of compliance as 
determined by the Documentary Clearance Center with the electronic documentary 
credit, the reserved funds are transferred from the buyer's bank to the Documentary 
Clearance Centre and payment is made to the seller. 

20 Thus, a credit account is obtained which provides a specified amount of credit 

to enter into trade transactions. This credit account is not transaction specific and can 
be utilized for any of a number of trade transactions. Once some or all of the credit 
available is used, the amount of credit available decreases accordingly. However, once 
the outstanding debt to the financial institution is satisfied, the amount of credit 

25 available is renewed to the original credit amount. This provides a revolving credit 
account for use in such credit transactions. 



In a further embodiment the verification documentation includes an specially 
claused Waybill, which is used instead of a conventional waybill, but provides the 
functionality of a bill of lading. 
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In a further embodiment the seller agrees to a non-disposal provision whereby 
the seller retains the right to stop the goods in transit and the right to vary the identity 
of the buyer until notified by the Documentary Clearance Centre that the documents 
presented by the seller, including the specially claused Waybill, are in compliance 
5 with the electronic documentary credit. The seller then loses the right to stoppage in 
transit and the right to vary the identity of the buyer. 

In a further embodiment the seller grants the Documentary Clearance Centre a 
lien on the goods so that the goods are not released to the buyer until payment is 
received. 

10 In a further embodiment of the present invention, the specially claused Waybill 

is made subject to the CMI Uniform Rules for Sea Waybills. 

In a further embodiment of the present invention, the seller's funds are only 
transferred by the Documentary Clearance Centre to the seller's bank if the 
Documentary Clearance Centre has received notification that the buyer has failed to 
1 5 make direct payment to the seller. 

In a further embodiment of the present invention, the seller ships the goods to 
the buyer and forwards documentation to the Documentary Clearance Centre for 
verification of compliance with the terms of the documentation. The Documentary 
Clearance Centre notifies the buyer of the presence of the compliance documents. 

20 Once the buyer acknowledges the presence of the documents and agrees to pay for the 
goods, the Documentary Clearance Centre verifies compliance with the terms and 
conditions set out in the documentation. Once the terms and conditions are verified, 
the Documentary Clearance Centre charges the buyer's credit account for the seller's 
payment, transaction fees and assignment of proceeds, if any. The Documentary 

25 Clearance Centre effects the transfer of payment from buyer to seller. The 

Documentary Clearance Centre forwards the compliance documents to the buyer and 
authorizes the release of goods to the buyer. 

In all preferred embodiments the system of the invention includes a computer 
program for implementing computer manageable portions of the system, including 
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processing an application for credit, processing an application for issuance of a 
documentary credit, forwarding to the seller documentation for verifying compliance 
with the terms, and verifying compliance with the terms and conditions of the issued 
documentary credit. 

5 The present invention thus provides a secure payment and trade management 

method for a transaction between a buyer and a seller containing terms to be complied 
with as a condition of payment to the seller, comprising the steps of: creating a credit 
facility granted by a credit institution in favour of the buyer, processing an application 
for credit by the buyer or the credit institution, verifying the credit facility and 
1 0 reserving funds therein, communicating a commitment to make payment to the seller, 
processing documentation for verifying compliance with the given terms, and upon 
verifying compliance, making payment to the seller. 

The present invention further provides a secure payment and trade management 
system for a transaction between a buyer and a seller containing terms to be complied 

15 with as a condition of payment to the seller, comprising a computer for processing an 
application for credit by the buyer or a credit institution granting a credit facility in 
favour of the buyer, and a communications network for verifying the credit facility 
and reserving funds therein, communicating a commitment to make payment to the 
seller, and receiving documentation from the seller for verifying compliance with the 

20 terms, whereby a documentary processing centre processes the documentation for 

verifying compliance with the terms and upon verifying compliance makes payment to 
the seller. 

The present invention further provides a computer program product for use 
with a computer, said computer program product comprising a computer usable 

25 medium having computer readable code means embodied in said medium for 

providing a secure payment and trade management method for a transaction between a 
buyer and a seller containing terms to be complied with as a condition of payment to 
the seller, said computer program product having computer readable program code 
means for causing a computer to process an application for credit by the buyer or a 

30 credit institution which has created a credit facility in favour of the buyer, computer 
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readable program code means for causing a computer to forward to the seller 
documentation for verifying compliance with the terms, and computer readable 
program code means for causing a computer to process the documentation for 
verifying compliance with the terms and provide verification of compliance. 

5 Brief Description of the Drawings 

In drawings which illustrate by way of example only preferred embodiments of 
the invention, 

Figure 1 is a block diagram of a method of securing payment and managing 
trade transactions showing a documentary clearance centre and the various parties 
1 0 involved in a trade transaction according to the present invention; 

Figure 2 is a schematic diagram of a further embodiment of the present 
invention comprising a buyer's bank as the credit institution; and 

Figure 3 is a schematic diagram of a still further embodiment of the present 
invention. 

15 Detailed Description of the Invention 

Figures 1 and 2 illustrate the direction of transactions in preferred 
embodiments of the method of securing payment and managing trade transactions. It 
will be appreciated that the method of the invention applies to any transaction for 
which documentary credit is currently available, including the sale of goods, services 
20 or other performances. The description of the preferred embodiments which follows 
refers to a sale of goods by way of example, however the invention is not intended to 
be so limited. 

According to these embodiments, a buyer and seller who have agreed to a 
commercial contract can communicate over a secure communications network with a 
25 Documentary Clearance Centre DCC. The Documentary Clearance Centre DCC is 
able to communicate also with other third parties such as financial institutions 
including credit card issuing financial institutions and banks, carriers and other trade 
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service providers TSP such as but not limited to insurance companies, chambers of 
commerce, surveyors and freight forwarders. 

According to this embodiment, the buyer B obtains a credit facility by 
arranging or applying for a credit account with a financial institution such as a credit 
5 card company CCC, as shown in Figure 1 , or the buyer's bank BFI, as shown in 
Figure 2. The credit facility, defined herein as an irrevocable obligation to pay funds 
within a defined period of time and/or upon compliance with specified conditions, is 
an arrangement entered into between the buyer B and the financial institution CCC or 
BFI preferably prior to contacting the Documentary Clearance Centre DCC. As part of 
10 the credit facility the buyer B preferably obtains a credit account in the form of a L/C 
Card (Letter of Credit Card), which provides the buyer B with a specified amount of 
credit to enter into trade transactions. 

Unlike a conventional letter of credit or other documentary credit, the L/C 
Card credit account is not transaction specific and can be utilized for any of a number 

15 of trade transactions. As the buyer B uses some or all of the credit available on the 
L/C card, the amount of credit available to the buyer B decreases accordingly. 
However, once the buyer B satisfies its outstanding debt to the financial institution 
CCC or BFI, the amount of credit available to the buyer B is renewed to the original 
credit amount. Thus, the L/C Card essentially provides a revolving credit account to 

20 the buyer B for use in such credit transactions. 

The L/C card is advantageous over the conventional documentary credit 
process, as a buyer is often required to deposit funds or other tangible collateral with 
the issuing bank in order to have a documentary credit issued on its behalf. As the 
conventional documentary credit is in essence an irrevocable undertaking linked to a 
25 specific commercial transaction, it must necessarily be transaction specific and thus 
must be applied for separately for each new transaction entered into between a buyer 
and a seller. On the other hand, a buyer B with a L/C Card is not limited to a specific 
transaction and can enter into any number of trade transactions depending, on the 
amount of credit available to the buyer B and the buyer's ability to repay and replenish 
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the credit account. The buyer B and the financial institution CCC or BFI enter into a 
separate contractual agreement governing this credit account. 

Once a buyer B has entered into a trade transaction with a seller S, the buyer 
communicates with the Documentary Clearance Centre DCC over a communications 
5 network, as in Figure 1, or the buyer's bank BFI communicates with the Documentary 
Clearance Centre DCC, as in Figure 2, requesting the issuance of an electronic 
documentary credit eDC. The communications network maybe a closed network 
using point-to-point communication protocols, or as in the preferred embodiment may 
be an open network such as the Internet using currently available security techniques, 
10 as discussed below. 

The electronic documentary credit eDC is a message containing the terms and 
conditions specified by the buyer B which must be met prior to payment to the seller 
S. As with conventional documentary credit, these conditions may include the 
presentation of certain documents such as a commercial invoice, a packing list, a 
1 5 certificate of origin, shipping documents, a surveyor's quality or quantity certificate, 
etc. 

At the same time that the buyer B provides the information for the issuance of 
an electronic documentary credit eDC, the buyer B also provides the necessary credit 
information so that the Documentary Clearance Centre DCC can verify that the buyer 

20 B has the necessary amount of credit available for the transaction. In the embodiment 
of Figure 1, the Documentary Clearance Centre DCC communicates with the credit 
card company CCC or directly with the buyer's financial institution to reserve an 
amount of credit on account of the transaction between the buyer B and seller S. It 
may additionally reserve an amount of credit on account of anticipated service charges 

25 for the transaction or specific assignments of proceeds as directed by the buyer B. The 
Documentary Clearance Centre DCC requests an authorization and receives a 
confirmation from the credit card company CCC for this transaction. 

The amount of credit reserved is not immediately charged to the buyer, but is 
reserved (and thus unavailable to the buyer B for other transactions) until the terms of 
30 the electronic documentary credit eDC have been complied with. Once the terms of 
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the electronic documentary credit eDC have been met, the buyer's credit account is 
charged and the seller S receives payment. The Documentary Clearance Centre DCC 
guarantees reimbursement of its payment to the seller S by reserving this amount of 
credit from the buyer's credit account. This authorization (or rejection) of the buyer's 
5 available credit can be effected electronically over the communications network in a 
matter of seconds. 

In the preferred embodiments, some or all of the parties involved in the 
transaction communicate through network interfaces NI connected to the 
communications network. Banks and credit card companies having existing 
10 communications facilities may continue to use these for their intercommunication in 
the method of the invention. 

Communication between the parties over the communications network can be 
effected using electronically encrypted messages using encryption methods such as 
those utilizing algorithms or a series of algorithms which provide a cryptographic key 

15 pair consisting of a private key and a corresponding public key which can be used to 
transform, validate, authenticate, encrypt or decrypt data. These encryption methods 
are well known and include, for example, server gated cryptography, Microsoft 
(Trademark) Cryptography API or the INDENTRUS (Trademark) System. Moreover, 
digital authentication technology, for example, in the form of digital certificates from 

20 VeriSign (Trademark) is known as a means to definitively identify internet 

participants. Digital certificates or Digital ID's are used in many electronic commerce 
applications to verify the identity of parties communicating with each other. The 
Digital ID identification process during these activities is transparent to the user. 
These methods are described herein as examples only, and the invention is not 

25 intended to be limited to any particular electronic communications or security method 
or protocol. 

In the preferred embodiment the parties in the system are able to obtain 
information about each other also by an electronic bank reference form eBRF. The 
parties provide information such as the name and address of the company, the name of 
30 its bank and the contact number of a bank manager who knows the party's company 
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and any additional reference information that the party wishes to disclose on the 
system. A party who wishes to verify the information contained in the electronic bank 
reference form eBRF can simply contact the banking institution. 

Once the buyer's credit availability has been approved and the buyer's 
5 information is checked for validity, such as for conflicting dates or for terms within 
parameters for a given buyer B, the Documentary Clearance Centre DCC issues an 
electronic documentary credit eDC. The Documentary Clearance Centre DCC then 
advises the seller S of the electronic documentary credit eDC and its terms and 
conditions. The Documentary Clearance Centre DCC thus completely replaces the 
10 function of the advising bank in the conventional documentary credit process. 

If the seller S is registered with the Documentary Clearance Centre DCC then 
the Documentary Clearance Centre DCC can advise the seller S of the issued 
electronic documentary credit eDC. This message is sent over the communications 
network and the message can be authenticated by the seller S. If the seller S is not 
1 5 registered with the Documentary Clearance Centre DCC, or does not have a network 
interface NI available, then the seller S can be advised by a conventional method such 
as a courier or other means that could clearly identify the origin and identity of the 
sender. 

Once the seller S receives the electronic documentary credit eDC, the seller 
20 has the option of accepting the terms and conditions of the electronic documentary 
credit eDC or requesting amendments from the buyer B. As the buyer B, seller S and 
Documentary Clearance Centre DCC are all dealing with the same electronic 
document and are communicating over the same secure network, the procedure of 
amendments becomes much quicker, simpler and more accurate than with the 
25 conventional documentary credit process . 

Under the present invention, amendments to the eDC are made via the 
communications network. For example, the seller S may contact the buyer B by 
sending a secure message asking for an amendment to the electronic documentary 
credit eDC. If the buyer B agrees with the request, he can immediately forward this 
30 request to the Documentary Clearance Centre DCC. Alternatively, the buyer B can 
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raodify the request for amendment and send it to the Documentary Clearance Centre 
DCC for forwarding to the seller, or the buyer B may choose to negotiate directly with 
the seller S and send the final terms and conditions to the Documentary Clearance 
Centre DCC. Having received authenticated instructions from the buyer B to amend 
5 the credit, the Documentary Clearance Centre DCC can formally advise the seller S of 
the amended electronic documentary credit eDC with a secure message that can be 
authenticated in the same way as the original message. The parties are thus able to 
communicate with each other in a secure environment and can check with the 
Documentary Clearance Centre DCC as to the status of the amendments. 

10 Once the seller receives the electronic documentary credit eDC from the 

Documentary Clearance Centre DCC, the seller sends electronic requests to various 
trade service providers TSP. The seller S asks these trade service providers TSP to 
provide it with documents that the seller S must present to the Documentary Clearance 
Centre DCC in order to receive payment. Examples of these documents prepared by a 

1 5 trade service provider TSP include certificates of origin prepared by a chamber of 
commerce, insurance policy certificates prepared by an insurance broker, surveyor's 
report as to quality or quantity prepared by a surveyor, or a health certificate prepared 
by a health authority. In addition, the seller S must itself prepare certain documents 
such as the commercial invoice and the packing list. Once all of the documents 

20 specified in the electronic documentary credit eDC are assembled, the seller S can 
present them to the Documentary Clearance Centre DCC for verification of 
compliance with the terms of the credit. 

Under the conventional method of documentary presentation, a seller creates 
certain documents using its own typewriter or word processor and collects other 

25 documents from the transport company, surveyor, health authority, chamber of 

commerce and/or other sources as required by the documentary credit. Thus, in the 
conventional system the seller must collect all the required documents, forward them 
to the verifying bank which checks each document to ensure conformity with the 
terms and conditions of the credit, and then presents these compliance documents to 

30 the nominating bank or directly to the issuing bank (depending on the terms of the 
documentary credit) before the expiry date set out in the documentary credit (usually 
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14-21 days after the latest shipment date). Documents presented under the 
documentary credit which contain even a minor discrepancy put the seller at risk of 
not getting paid or getting paid at a discounted amount from the original contract or 
documentary credit. In practise, most discrepancies are minor and can be rectified by 

5 the seller provided that there is sufficient time before the expiration of the 
documentary credit. Current statistics (1999) suggest that under the traditional 
documentary credit system as much as 80% of all documents presented under the 
documentary credit contain discrepancies. The process of instructing trade service 
providers TSPs to prepare documents in accordance with specific terms and 

1 0 conditions of the documentary credit is cumbersome, time consuming and requires 
expertise by the seller and the respective trade service providers TSPs. Under the 
conventional system, the time and expense required to ensure that documents comply 
with the documentary credit is enormous. 

Moreover, with the conventional system there is usually more than one entity 
15 that checks that the presented documents comply with the documentary credit. This 
also creates an increased risk of non-payment or discounted payment due to 
discrepancies. There is also potential for inconsistencies in the conventional method, 
due to differing verification practises and procedures at different institutions. For 
example, the nominated bank may not consider an error to be a material discrepancy 
20 while the issuing bank may consider the same error to be a discrepancy which justifies 
non-payment on the credit, thereby creating a risk of non-payment to the nominated 
bank (which may have already paid the seller). Under the present invention, there is 
only one authority which checks for compliance, the Documentary Clearance Centre 
DCC, which considerably reduces the risk of non-payment both to the seller S and to 
25 an intermediary institution. 

Under the present invention, document preparation and presentation is 
simplified and improved. Since almost all documents are now produced using word 
processors, conversion of those documents into a uniform file standard (ASCII or any 
other widely accepted format) can be easily done. Standardized templates are 
30 available for creating documents such as commercial invoices, packing lists, 

certificates of origin and other documents usually required for presentation. Whereas 
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under the conventional documentary credit process, the information required for each 
transaction is inputted by the different parties into their own data systems, which 
increases the chances of error and discrepancies, using the present invention reduces 
these risks because portions of the documentation relating to descriptions of the buyer 
5 B, seller S, goods and so on that are common to the documentation can be 

electronically excised and transposed ("cut" and "pasted") from one document to 
another directly using the Documentary Clearance Centre DCC electronic 
communication, considerably reducing opportunities for errors and discrepancies. 

The present invention in the preferred embodiment utilizes a unique 
10 transaction-specific identifier to create an "electronic envelope" comprising an 
electronic documentary credit eDC which is forwarded to the seller S. The seller 
thereafter communicates with the trade service providers TSP using selected 
information excised from the electronic documentary credit eDC to instruct the TSP's 
as to the content of the documents needed to comply with the electronic documentary 
15 credit eDC within specified time limits. The seller S thereafter collects the compliance 
documents from the various trade service providers TSP and forwards the documents, 
preferably electronically, on to the Documentary Clearance Centre DCC to meet the 
terms of the electronic documentary credit eDC. The compliance documents are 
received by the Documentary Clearance Centre DCC and through the software 
20 processing, comparison and verification is achieved. 

The present invention preferably allows not only the buyer and seller to 
communicate over the communications network, but allows other trade service 
providers TSP and financial institutions to also intercommunicate over the same 
network with the same degree of security. These other parties may include but are not 
25 limited to the transport companies, surveyors, chambers of commerce, insurance 
companies, customs brokers, banks and credit card companies. 

The system of the invention also offers greater flexibility than other prior art 
systems in that if the seller S does not have access to the secure network, then it can 
be advised of the credit by conventional communications techniques such as courier 
30 or facsimile transmission, as shown in Figure 3. If the Documentary Clearance Centre 
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DCC advises the credit by way of courier, it can forward to the seller S a documentary 
credit in paper form clearly identifying the origin of the document from the 
Documentary Clearance Centre DCC and the authenticity of the document and with 
the necessary information for verification such as the name of the Documentary 
5 Clearance Centre DCC, the reference number of the document and the telephone, 
facsimile and e-mail address of the Documentary Clearance Centre DCC. With a 
facsimile document, the seller S could call the Documentary Clearance Centre DCC 
by telephone to authenticate the facsimile advise quickly. In the same way, the seller S 
can contact various trade service providers TSP for required documents to be 

10 presented under the documentary credit eDC and have these trade service providers 
TSP forward all documentation by courier. The documentation can then be forwarded 
on to the Documentary Clearance Centre DCC for verification of compliance. In a 
further embodiment of the present invention, paper documents may be presented to 
custodial offices located throughout the world instead of to a Documentary Clearance 

15 Centre DCC. 

Once the documents are found to be in compliance with the terms of the 
electronic documentary credit eDC, the Documentary Clearance Centre DCC charges 
the buyer's L/C Card. The funds are then transferred from the buyer ! s credit card 
company CCC or other financial institution BFI to the Documentary Clearance Centre 
20 DCCs bank and the Documentary Clearance Centre DCC then transfers the amount 
on account of the transaction between the buyer B and seller S to the seller's bank SFI 
as specified in the electronic documentary credit eDC. A confirmation message is also 
sent directly to the seller with details of this transfer. 

In the alternative embodiment as shown in Figure 2 the request to reserve 
25 funds is not directed to a credit card company CCC but rather directly to a financial 
institution BFI such as a bank with whom the buyer B has a credit account, such as a 
revolving line of credit. If the buyer B has credit available for the transaction, then the 
Documentary Clearance Centre DCC requests that the bank BFI reserve these funds 
for the transaction. Upon compliance with the electronic documentary credit eDC, the 
30 reserved funds are transferred from the bank BFI to the Documentary Clearance 
Centre.DCC and then to the seller S. 
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Once the Documentary Clearance Centre DCC receives payment, it may then 
notify the carrier TC of the goods that the terms of the electronic documentary credit 
eDC have been complied with, in order to allow the buyer B to receive its goods. The 
Documentary Clearance Centre DCC then forwards the compliance documents to the 
5 buyer B so that the goods can be cleared through customs (if necessary) and for the 
buyer's internal accounting purposes. Alternatively, the compliance documents can be 
forwarded by courier to the buyer B, or to a custodial office of the Documentary 
Clearance Centre DCC for the buyer B to pick up. Should original documents be 
required, this can also be specified as a term of the electronic documentary credit 
10 eDC. 

The compliance documents may include conventional transport 
documentation, for example an air waybill, rail waybill, etc. In a further embodiment 
of the invention, a Waybill with special clauses is used to provide the functional 
replacement of a paper bill of lading. One of the purposes for the invention is to 

1 5 replace the need for original documents in paper form, primarily the bill of lading 
(negotiable document of title) through the use of this specially claused Waybill. The 
specially claused Waybill or Multimodal Transport Document is prepared by the 
carrier TC and forwarded to the seller S as part of the document compliance process, 
as shown in Figures 1 and 2. The seller S forwards the specially claused Waybill onto 

20 the Documentary Clearance Centre DCC over the communications network to satisfy 
the terms of the electronic documentary credit eDC. The specially claused Waybill is 
proof of the contract of carriage and a receipt of goods. 

However, the specially claused Waybill also provides a method of ensuring 
that the rights of the parties involved are protected, in that the seller S requires a 

25 guarantee that it will get paid prior to releasing control of the goods and the buyer B 
wishes to gain control of the goods and verify compliance with the contract prior to 
paying the seller S. According to this method, the seller S retains the right to stop the 
goods in transit and the right to vary the identity of the buyer . However, once the 
seller S is notified by the Documentary Clearance Centre DCC that the documents 

30 presented by the seller S, including the specially claused Waybill, are in compliance 
with the electronic documentary credit eDC, then the seller S loses the right to 
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stoppage in transit and the right to vary the identity of the buyer. The seller S agrees 
that upon acceptance of the specially claused Waybill by the Documentary Clearance 
Centre DCC, it irrevocably renounces any right to vary the identity of the buyer of the 
goods. The carrier TC is informed of this irrevocable renunciation and may then 
5 release the goods to the buyer B (this may be referred to as a non-disposal provision). 

In an alternative embodiment of the present invention, similar steps as stated 
above are taken for an e-standby or an e-guarantee, including reserving an amount of 
credit at the outset of the transaction from the buyer's L/C card thus guaranteeing 
payment. However, with an e-standby or an e-guarantee, the buyer B is responsible 
10 for directly paying funds to the seller S. It is only upon the default of the buyer B to 
pay funds directly to the seller S that the Documentary Clearance Centre is notified of 
this default and the Documentary Clearance Centre DCC then pays the reserved funds 
on account of the e-standby or e-guarantee to the seller S. 

In an alternative embodiment using an e-collection, similar steps as outlined 
1 5 above are also taken. However, with e-collection, the seller initiates the process by 
shipping goods to the buyer. The seller electronically forwards a set of compliance 
documents to the DCC. The DCC advises the buyer of the presence of the compliance 
documents. Once the buyer acknowledges the presence of the compliance documents 
and agrees to pay, the compliance documents are forwarded to the buyer. The DCC 
20 then transfers payment from the buyer's account to the seller's account, forwards the 
compliance documents to the buyer and may then notify the carrier TC of the goods to 
allow the buyer to obtain possession of the goods. 

In a further embodiment of the present invention, the seller S grants the 
Documentary Clearance Centre DCC a lien over the goods to protect the seller S, so 
25 that the goods are not released to the buyer B until payment is received. However, 
once the seller S is notified by the Documentary Clearance Centre DCC that the 
documents presented by the seller S, including the specially claused Waybill are in 
compliance with the electronic documentary credit eDC, then the Documentary 
Clearance Centre DCC notifies the seller S and the carrier TC of the removal of the 
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lien. Once the lien is removed, the carrier TC may then release the goods to the buyer 
B. 

In a further embodiment of the present invention, the specially claused Waybill 
is made subject to the CMI Uniform Rules for Sea Waybills, which is incorporated 
5 herein by reference. 

Although various preferred embodiments of the present invention have been 
described herein in detail, it will be appreciated by those skilled in the art that 
variations and modifications may be made thereto without departing from the spirit of 
the invention. The invention is intended to include all such variations and 
10 modifications as fall within the scope of the invention as set out in the appended 
claims. 
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WE CLAIM: 

1 . A secure payment and trade management method for a transaction between a 
buyer and a seller containing terms to be complied with as a condition of payment to 
the seller, comprising the steps of: 

creating a credit facility granted by a credit institution in favour of the buyer, 
processing an application for credit by the buyer or the credit institution to verify the 
credit facility, 

reserving funds in the credit facility, 

communicating a commitment to make payment to the seller, 
processing documentation for verifying compliance with the terms, and 
upon verifying compliance, making payment to the seller. 

2. The method of claim 1 wherein the documentation comprises electronic 
documentation. 

3. The method of claim 2 including the step of authorizing the release of goods to 
the buyer. 

4. The method of claim 2 wherein the credit facility is not transaction-specific. 

5. The method of claim 4 wherein the credit facility is a revolving form of credit. 

6. The method of claim 2 comprising the additional step of providing a specially 
claused Waybill. 

7. The method of claim 6 additionally comprising the step of incorporating a 
non-disposal provision in the specially claused Waybill whereby the seller retains the 
right to stop the goods in transit and vary the identity of the buyer until notified of 
compliance wherein the seller loses the right to stop the goods in transit. 



8. The method of claim 2 comprising the additional step of encrypting 
communications using public and private key cryptography. 



WO 01/41096 PCT/CA00/01357 

-26- 

9. The method of claim 2 in which the step of processing an application for credit 
by the buyer or the credit institution comprises providing an electronic application 
form to the buyer or credit institution. 

10. The method of claim 2 comprising the step of completing an electronic bank 
reference form. 

1 1 . The method of claim 2 comprising the step of providing documentation for 
verifying compliance. 

12. The method of claim 2 comprising the step of the seller communicating with 
trade service providers over the communications network to obtain documentation for 
verifying compliance. 

13. The method of claim 2 comprising the additional step of receiving notification 
that the buyer has failed to make payment to the seller as a condition to making 
payment to the seller. 

14. A secure payment and trade management method for a transaction between a 
buyer and a seller containing terms to be complied with as a condition of payment to 
the seller, comprising the steps of: 

processing documentation from the seller for verifying compliance with the 

terms, 

communicating the receipt of the documentation to the buyer who has been 
shipped goods by the seller, 

verifying compliance with the terms, including obtaining an agreement to pay 
for the goods by the buyer through creating a credit facility granted by a credit 
institution in favour of the buyer, 

verifying the credit facility, and 

authorizing the release of goods to the buyer and making payment to the seller. 



15. A secure payment and trade management system for a transaction between a 
buyer and a seller containing terms to be complied with as a condition of payment to 
the seller, comprising a computer for processing an application for credit by the buyer 
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or a credit institution granting a credit facility in favour of the buyer, and a 

communications network for: 

verifying the credit facility and reserving funds therein, 
communicating a commitment to make payment to the seller, and 
receiving documentation from the seller for verifying compliance with the 

terms, 

whereby a documentary processing centre processes the documentation for 
verifying compliance with the terms and upon verifying compliance makes payment to 
the seller. 

16. The system of claim 15 wherein the documentation comprises electronic 
documentation. 

17. The system of claim 16 wherein the documentary processing centre authorizes 
the release of goods to the buyer. 

18. The system of claim 16 wherein the credit facility is not transaction-specific. 

1 9. The system of claim 1 8 wherein the credit facility is a revolving form of credit. 

20. The system of claim 16 wherein a specially claused Waybill is communicated 
over the communications network. 

2 1 . The system of claim 20 additionally comprising the step of incorporating a 
non-disposal provision in the specially claused Waybill whereby the seller retains the 
right to stop the goods in transit and vary the identity of the buyer until notified of 
compliance wherein the seller loses the right to stop the goods in transit. 

22. The system of claim 16 comprising the additional step of encrypting 
communications over the communications network using public and private key 
cryptography. 

23. The system of claim 16 comprising an electronic application form for 
completion by the buyer or credit institution. 
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24. The system of claim 16 comprising an electronic bank reference form for 
completion by the seller or the buyer. 

25. The system of claim 16 comprising the step of providing documentation for 
verifying compliance. 

26. The system of claim 16 wherein trade service providers communicate over an 
interface to the communications network to provide documentation for verifying 
compliance. 

27. The system of claim 1 5 comprising the additional step of receiving notification 
that the buyer has failed to make payment to the seller as a condition to making 
payment to the seller. 

28. A secure payment and trade management system for a transaction between a 
buyer and a seller containing terms to be complied with as a condition of payment to 
the seller, comprising a computer for processing an application for credit by the buyer 
or a credit institution granting a credit facility in favour of the buyer, and a 
communications network for: 

receiving documentation from the seller for verifying compliance with the 

terms, 

communicating the receipt of the documentation from the seller to the buyer 
who has been shipped goods by the seller, and 
verifying the credit facility, 

whereby a documentary processing center processes the documentation for 
verifying compliance with the terms and upon verifying compliance and obtaining an 
agreement to pay for the goods from the buyer, authorizes the release of goods to the 
buyer and makes payment to the seller. 

29. A computer program product for use with a computer, said computer program 
product comprising a computer usable medium having computer readable code means 
embodied in said medium for providing a secure payment and trade management 
method for a transaction between a buyer and a seller containing terms to be complied 
with as a condition of payment to the seller, said computer program product having 
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computer readable program code means for causing a computer to process an 
application for credit by the buyer or a credit institution which has created a credit 
facility in favour of the buyer, computer readable program code means for causing a 
computer to forward to the seller documentation for verifying compliance with the 
terms, and computer readable program code means for causing a computer to process 
the documentation for verifying compliance with the terms and provide verification of 
compliance. 
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